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ECONCMIC FEATURES OF SOVIET CENTRALIZED PLANNING
I. Allocation of resources--what to produce.

A. In a market economy {US) the problem of how to distribute
regsources among competing uses is ultimately decided by the impersonal
actions of innumerable congumers. This phénomenon is termed consumer
sovercignty by economists.

B, In the Soviet economy the resource allocation problem is
declded in large part by the action of the central planning authority.
So, production decisions in the USSR are gulded by planners' sovereignty.
However, some degree of consumer sovercignty may still be said to prevail.

C» The decision as to the proportion of resources to be invested
rather thaen consumed within the given time period follows direcctly
from the planners' production decisions, while in the market economy
it is conditioned by the individual choices of consumers.

D. In the market economy competing users of scarcc resources
cast their "votes" through the price system.

E. Although prices de not cxplicitly enter into the Soviet planning
process, no other basis exgists for making relative Judgements as to
alternative production decisions. Even ithough the planncrs may state
their goals in physical terms, they must choose between goals and
decide upon the size of cach goal in terms of some common denominator,
i.e., prices, The prices arc of course, influenced by their prefercnces .
but still serve the purpose indicated above.

II. Production organization--how to produce.

A. In a market economy a produccr attempts to maximize his
monetary return. He is glven the prices of his production factors
(inputs) and the prices at which he can sell varying quantitics of
output. He is free to vary inputs on the basis of tcchnological or
cconomic factors, and his output on the basis of consumer demands.

B. The Soviet producer (plant dircctor) has a different set of
goals and restrictions. His primary goals is to fulfill the physical
plan and the secondary one is to meximize his monetary return (profits).
He 1s allocated the most vital material production factors by the
planning authority. However, this allocation is in the form of a
"hunting licensc" which merely permits the plant dircctor to purchase
the materials; it does not physically transfer the resources to him.
Imperfections of the allocation system often mean he has to compete
against other authorized rccipients for a "short" supply by paying
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are not allocated centrally, but must be hired at the going
price or wage rate.

C. The Soviet producer is also given product utilization norms,
which are rcally maximum limits of use of certain inputs per unit
of output. Within these limits, the plant maneger can vary his
input combinations. The menager must abide by the output directives
handed down from sbove. These instructions are broad enough in
nature to permit the dircctor to be seclective about his output mix,
both as to quantities and varietics.

D. Though his area of choice is narrower than that of his capitalist
counterpart, the Soviet plant maenager still has considerable lecway.
Within this mergin of mobility, he thinks in much the same terms
as his frec economy equivelent, i.c., monctury costs and incomes.

ITI. Exchange--How to distribute the product.

A. In o market economy in peacetime, products are sold to
consumers at prices which clear the merket, i.e., no shortages or
excessive inventory accumulations. Changes in consumer prefercenccs
are reflected in initial price changes and after o period of time
toke the form of supply adJjustments. The latter edjustment 1s
evidence of the prevalence of consumer sovercignty, 1l.c., production
decisions are ultimately based on consumer preferences.

B. 1In the Soviet cconomy at present, capital goods arc allocated
by sdministrative fiat. Their prices reflect thelr relative
scarcities but do not actively influence their distribution among
consumers. Consumer goods, however, arc sold at prices which will
clear the market. In former years consumer goods prices werc sct
at less than equilibrium levels, lcading to rationing on a large scale.
Changes in consumer demand are generally reflected in price changes with
no supply adJjustments. Therefore, consumer sovercignty does not prevail.
However, consumer ahoichoes exist; i.e., the consumer 1s free to
spend. his income any way he pleases on goods avallable for sale.

C. Consumer sovercignty may prevail in the USSR to a limited
extent. Within the total proportion of rcsources alloted to consumption
by the planning authority a margin may exist within which consumer
pressures moy be influential in determining the composition of output.
Statements appearing in the Soviet press lend support to this view.

IV. Income Digtribution

A. In o market cconomy 2ll humon factors of production are com-
pengated according to their contribution to the productive effort.
The suame supply and demand (pricing) stipulations previously applied
to material commodities also pertain to human factors.

B. In the Soviet economy attempts have been made to allocate lubor.
in the same monner og materials by directing new workers by conscription
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into various industries and by keeping them there by restrictions on
mobility. However, this scheme has not been rigidly enforced. A
system of differential wage rates exists, indicating that monetary -
incentives must be used to entice workers into a particular occupation.

Ce Studies by academic scholars have shown that the pattern of
income distribution in the USSR are similar to that in the US, if investe
ment incomes are excepteds

Vs The Monetary System and Price Levels

A, In 2 market economy, the quantity of money (money supply) is
controlled by the banking system, but can be strongly influenced by
actions of the government, Changes in price levels occur when the
money supply and/or savings habits of consumers change :in different
proportion from changes in the output of goods and services,

. Be In the Soviet economy monetary creation is entirely under
state control, However, the effects of changes in the supply of money,
particularly through credit creation, arc the same as in a market
economy. In the past unrestrained credit creation has led to severe
inflation,

VI. The Fiscal System

Ay In a market economy fiscal devices (taxes and public debt)
are used to enable a government to finance its activities in as nonw
inflationary or deflationary manner as possible, The fiscal system
is not employed to intentionally affect relative prices except in the
case of excise taxes (esgs, taxes on liquor and cigarettes)s It can
be used as a device for maintaining price level stability, lasce.,
counteract inflation and deflation,

B, In the Soviet economy the fiscal system is also used to
finance governmental activities in a manner which will maintain
price level stability. Since the public sector of the cconomy is .
much larger than in a market economy, government fiscal operations
are more sweeping in their effects. Unlike a market economy, the
Sovicts intend delibeorately - to affect relative prices of consumer
goods through the turnover tax, They also employ the fiscal system
to induce consumers to "save! that portion of their incomes which
the state wishes to use for non-consumption purposes (investment plus
defense)s If the government did not tax away this amount from
consumers, prices of consumer goods would be bid up by these "excess"
incomes (inflation),

ViI. International Trade

A. A market economy will engage in foreign trade if its .
material welfare can be enhanced, ia.c., if total goods and services
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available through foreign trade are greater than if all werec produced
domestically,

Be The same criterion would apply to the Soviet economy if
purely economic interests were paramount. However, for political

and strategic rcasons the Soviets have favored a policy of sclective
autarky sclf-sufficiency, cxcept where trade promotes political cnds,
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FUNCTION

IT

III

VI

VII

Comparative Summory

MARKET ECONOMY

Consumcr Sovercignty
Allocation by price

Vary inputs ond outputs
according to prices

Short-run edjustment by
brice changer; long-run
by supply adjustments

Labor allocated in some
manner as commoditics

Money created by banking
systcm, but controlled by
government

Fiscal system finances
government; maintains
pricc level stability, docs
not usually affcet
relatlive prices

Forcign tradc used to
incrcase total
availability of goods
and scrvices

-5 -

SOVIET ECONOMY

Planner sovercignty
Allocation by fiat

Quantitics of inputs
and outputs mainly
Tfixcd by cdministraw

tive fiat

Short-run adjustment
for consumcr goods
by price changer;
long~run by plannecr

Tiat

No cdjustment

for produccr goods

except by planncr fiat

Allocation of labor
by both monctary
incentive and
administrative
direction

Moncy created and
controlled by
government

Fiscal system
finances government,
mainteing price
level stability, and
consciously affects
relative prices

Forecign tradc subor-
dinated to sclf
sufficicney, unless
political cnds
scrved
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REPUBLIC

ECONOMIC INSTITUTIONAL STRUCTURE

OF THE SOVIET STATE

PRESIDIUM OF THE PARTY
CENTRAL COMMITTEE

PRESIDIUM OF THE COUNCIL
OF MINISTERS

COUNCIL OF MINISTERS

UNION -REPUBLIC ALL-UNION MAIN
MINISTRIES COMMITTEES MINISTRIES MINISTRIES ADMINISTRATIONS OTHER AGENCIES
Local Fuel Industry Gosplan -I Internal Affairs -l Avlation lndustryj f= State Materlal Reserves State Bank

Municipal Services

—I Gosekonomkomissiya -

—| Automobile Industry ]

—l Construction

—| Defense Industry I

Culture

[
-L Higher Education |
|
|

-1 Chemical .industry —I

-L Economic Relations l

Academy of Sciences ]

-lﬂte Mining Inspectlon—|

Tass I

Furniture and (abinet

_l___l_’_l_

Water Resources ]

-l Resettlement l

Prosecutor General's

Gostekhnika I

Making Industry Labor and Wages —‘ Electrlc Power Statlorrl Office
- N et
_{fl anﬂI dsl:n:tl& -Chemical State Security Foreign Affairs —‘ Electro-Technical Industry—l _’ Clvll Alr Fleet Informast?g:uesureau I

Construction

Standards, M and

—| Forelgn Trade |

Health |
]
|
|

Coal Industry

—| Heavy Machine Building l

Measuring Instrumsnts

Petroleum lndustry

-| Medium Machine Bulldm

Labor Reserves

Field Protective |
Afforestation

Inventions and
Discoveries

..i
_|
-]
— Defense
_l
L]
|

Ferrous Metallurgy ,

[ Goneral Mechine auudlﬂ

Hydrometeorologlical
Sarvice

—LNonforrous Metallurgy I

‘—‘iachlne Tool Industry |

Producers’ and
Consumers’ Cooperatives

L Cummunlcationsj

—| Radlo-Technicat Industry—l

{ Justice —I

bl Shiphuilding Industry |

—I Finance I

-I Transportation I

Cantral Statistical
Administration

Maln State Inspactorate

for Determination
of Crop Yleld

_‘ Internal Trade ‘ I

—[ Agricuttural Procurement

L State Control —I

| Martine Flest |

_L Timber Industry l

al

River Fleet |

—I Fish Industry —I

—l Transport Construction

—l Meat and Dairy Industry

Construction of
Elsctric Power Stations

—{ Food Industry

Agriculture
-| State Farms

Geology and
Mineral Conservation
Machine and ‘
Instrument Building

—| Light Industry

Construction and
Road Machine Building

Textile Industry

Construction of Petroleum
Industry Enterprises

Automobile Transport
and Highways
City and Rural
Construction

Construction of Coa)

Industry Enterprises

Tractor and Agricultural
Machine Building

Construction Material
Industry

Paper and Wood
Processing

Construction of
Metallurgical and Chemicall
Industry Enterprises
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